Report

of

South Hopkins Water District
Dawson Springs, Kentucky

For The Years Ended December 31, 2019 and 2018



TABLE OF CONTENTS

Independent Auditors' Report

Required Supplementary Information:
Management’s Discussion and Analysis

Financial Statements:
Statement of Net Position
Statement of Revenues, Expenses and Changes in Fund Net Position

Statement of Cash Flows
Notes to Financial Statements

Required Supplementary Information:
Schedule of Proportionate Share of the Net Pension Liability

Schedule of District Contributions-Pension Plan
Schedule of Proportionate Share of the Net OPEB Liability
Schedule of District Contributions-OPEB Plan

Independent Auditors' Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements Performed

in Accordance with Government Auditing Standards

Page

11

30
31
32
33

34



Knight Wagner PLLC

CERTIFIED PUBLIC ACCOUNTANTS
28 Court Street
Madisonville, Kentucky 42431
(270) 821-4824
FAX: (270) 825-4554

Members
American Institute of Certified Public Accountants
Kentucky Society of Certified Public Accountants

Anthony Knight, CPA
Daniel S. Wagner, CPA

INDEPENDENT AUDITORS' REPORT

To the Commissioners
South Hopkins Water District
Dawson Springs, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of South Hopkins Water District as of and for the
years ended December 31, 2019 and 2018, and the related notes to the financial statements, as listed in the

table of contents.
Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of South Hopkins Water District as of December 31, 2019 and 2018, and the changes in financial
position and cash flows thereof for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 3-7 and pension and OPEB schedules on pages 30-33 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate operational, economic,
or historical context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 19, 2020, on
our consideration of South Hopkins Water District’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is solely to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
effectiveness of South Hopkins Water District's internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering South Hopkins Water District's internal control over financial reporting and compliance.

@\@H UO%m, Puce

Madisonville, Kentucky
June 19, 2020



SOUTH HOPKINS WATER DISTRICT
Management’s Discussion and Analysis
December 31, 2019 and 2018

The discussion and analysis of the South Hopkins Water District’s financial performance provides an overview
and analysis of the District’s financial activities for the years ended December 31, 2019 and 2018. It should be

read in conjunction with the accompanying basic financial statements.

Financial Highlights for the Year 2019

* The District's change in net position was a decrease of $225.9 thousand for the year ended
December 31, 2019.

Overview Of The Financial Statements

This report consists of this management’s discussion and analysis, basic financial statements, and notes to the
financial statements. The basic financial statements are reported using the full accrual basis of accounting.

Basic financial statements:

The Statements of Net Position include information on the District’s assets, deferred outflows of resources,
liabilities, and deferred inflows of resources and provide information about the nature and amounts of
investments in resources (assets) and the obligations to District creditors (liabilities). In simple terms, this
statement presents a snapshot view of the assets the District owns, the liabilities it owes and the net difference.
The net difference is further separated into amounts restricted for specific purposes and unrestricted amounts.

The Statements of Revenues, Expenses, and Changes in Net Position include the District’s revenues and
expenses for the years ended December 31, 2019 and 2018. This statement provides information on the

District’s operations and can be used to determine whether the District has recovered all of its actual and
projected costs through user fees and other charges.

The Statements of Cash Flows include information on the District’s cash receipts and payments and the changes
in cash balances resulting from operating activities, investing activities, and financing activities.

The notes to the financial statements provide additional disclosures required by governmental accounting
standards and provide information to assist the reader in understanding the District’s financial condition.



District Financial Analysis

A summary of the District’s Statements of Net Position is presented below.

Table 1
Condensed Statements of Net Position
(in thousands)
dollar percent dollar percent
2019 2018 change change 2017 change _change

Current assets $ 2703 $ 2777 (¢ 14) ( 27%) § 2925 (¢ 14.8) ( 5.1%)
Capital assets 2,728.8 2,7825 (5371 ( 1.9%) 23590 423.5 18.0%
Other noncurrent assets 21.0 1182 ( 97.2) ( 82.2%) 174.6 ( 564) (32.3%)

Total assets 3.020.1 3.1784 ( 1583) ( 5.0%) _2,826.1 3523 12.5%
Total deferred outflows of
resources 204.1 2082 ( 4.1) ( 2.0%) 237.0 ( 28.8) (122%)
Current liabilities 124.6 118.0 6.6 5.6% 109.3 8.7 8.0%
Long-term liabilities 2,079.2 2,063.7 15.5 0.8% _1.3824 681.3 49.3%

Total liabilities 2.203.8 2,181.7 22.1 1.0% _1.491.7 690.0 46.3%
Total deferred inflows of
resources 1859 1444 41.5 28.7% 81.6 62.8 77.0%
Net position invested in
capital assets, net of
related debt 1,704.9 1,7647 ( 59.8) ( 3.4%) 1,846.9 ( 822) ( 4.5%)
Net position restricted
for debt service 23 30 ( 0.7) ( 23.3%) 12.6 ( 9.6) ( 76.2%)
Net position restricted
for capital projects 2.6 9.6 ( 70) ( 72.9%) 58.6 (  49.0) ( 83.6%)
Unrestricted net position (_8753) (L716.8) ( 158.5) ( 22.1%) (_4283) ( 1288.5) ( 67.4%)

Total net position $ 8345 $1,060.5 ($ 226.0) ( 21.3%) $1,489.8 ($ 429.3) ( 28.8%)

Net position may serve over time as a useful indicator of a government’s financial position. In the case of the
District, assets and deferred outflows of resources exceeded liabilities and deferred inflows of resources by
$0.835 million at the close of the current year.

2018 t0 2019

As shown in table 1, the District’s total assets decreased $158,300 when compared to the prior year. Capital
assets decreased $53,700 as depreciation expense outpaced new additions for the year. Other noncurrent assets
decreased $97,200 as restricted cash was expended.

Deferred outflows of resources decreased $4,100 due to changes in the District's proportional share of the
County Employee Retirement System (CERS) valuation measurements for pensions and OPEB.

The District’s total liabilities increased $22,100. Long-term liabilities increased $15,500. Net pension liability,
the District's proportional share as determined by valuations of the County Employee Retirement System,
increased $37,600. Net OPEB liability, the District's proportional share as determined by valuations of the
County Employee Retirement System, decreased $29,700. The District funded the purchase of a new pump
with a Kentucky Infrastructure Authority Fund B loan of an additional $26,742.



Deferred inflows of resources increased $41,500 due to changes in the District's proportional share of the
County Employee Retirement System valuation measurements for pensions and OPEB.

The District’s total net position decreased $226,000, which results from the net effect of the increases/decreases
in total assets, deferred outflows of resources, total liabilities, and deferred inflows of resources referred to

above.

2017t0 2018
As shown in table 1, the District’s total assets increased $352,300 when compared to the prior year. Capital

assets increased $423,500 as new additions outpaced depreciation expense for the year. The District capitalized
$535,515 cost of the renovation of two water storage tanks. Other noncurrent assets decreased $56,400 as

restricted cash was expended.

Deferred outflows of resources decreased $28,800 due to changes in the District's proportional share of the
County Employee Retirement System (CERS) valuation measurements.

The District’s total liabilities increased $690,000. Long-term liabilities increased $681,300. Net pension
liability, the District's proportional share as determined by valuations of the County Employee Retirement
System, decreased $25,600. The District's adoption of GASB 75 added Net OPEB liability of $215,295. The
District funded the renovation of two water storage tanks with a Kentucky Infrastructure Authority Fund B loan
of $515,246.

Deferred inflows of resources increased $62,800 due to changes in the District's proportional share of the
County Employee Retirement System valuation measurements and the adoption of GASB 75.

The District’s total net position decreased $429,300, which results from the net effect of the increases/decreases
in total assets, deferred outflows of resources, total liabilities, and deferred inflows of resources referred to
above.

A summary of the District’s Statements of Revenues, Expenses and Changes in Net Position is presented below.

Table 2
Condensed Statements of Revenues, Expenses and Changes in Net Position
(in thousands)

dollar percent dollar percent

2019 2018 change change 2017 change change
Operating revenues $1,583.8 $1,551.3 $ 325 2.1% $1,4309 §$§ 1204 8.4%
Nonoperating revenues 5.6 24 ( 32 133.3% 6.5 ( 4.1) ( 63.1%)
Total revenues 1.589.4 1,553.7 35.7 2.3% 1.437.4 116.3 8.1%
Operating expenses 1,799.1 1,718.3 80.8 4.7% 1,585.7 132.6 8.4%
Nonoperating expenses 33.8 70.1 ( 363) ( 51.8%) 24.4 45.7 187.3%
Total expenses 1.832.9 1,788.4 44.5 2.5% 1,610.1 178.3 11.1%

Income before

capital contributions (2435) (2347 ( 88 ( 37%) (1727) ( 620) ( 359%)
Capital contributions 17.6 174 0.2 1.1% 34.1 ( 167 ( 49.0%)
Changes in net position (2259) (2173) ( 86) ( 4.0%) ( 1386) ( 787) ( 57.8%)
Beginning net position 1.060.4 *1,277.7 ( 2173) ( 17.0%) 1,628.4 ( 350.7) ( 21.5%)
Ending net position $ 8345 $1,060.4 ($225.9) ( 21.3%) $1,489.8 ($ 4294) ( 28.8%)

* as restated, see Note M



2018 to 2019
The District’s total revenues increased $35,700 or 2.3%. Water sales increased as the District experienced a full

year of increased water rates passed during the prior year.

The District’s operating expenses increased $80,800. Water purchases increased $71,000. The District's
increase in purchased water increased significantly higher than it's increase in water sales. The District's water
loss percentage increased from 26% in 2018 to 36% in 2019. Salaries and wages decreased $20,000 and
employee benefits decreased $21,000 from the prior year. This is partly due to the District going through a
transition period of long term employees retiring and being replaced with newer employees. Depreciation
expense increased $15,000 as the District experienced full year expense of large capital items added in 2018.
Nonoperating expenses decreased $36,300. In the prior year, the District ceased participation in a pilot septic
tank program with the City of St. Charles. A $42,000 loss on disposition of capital assets was incurred upon
ceasing the program.

Capital contributions remained similar to the prior year increasing $200.

Changes in net position decreased $225,900 due to the net effect of the increased total revenues and increased
total expenses mentioned above.

2017 to 2018
The District’s total revenues increased $116,300 or 8.1%. Water sales increased as the District received

permission for a 8.8% rate increase during 2018.

The District’s operating expenses increased $178,300. Water purchases increased $103,300. The District sold
approximately 8% more water during the year while purchasing approximately 15% more water. This isan
indication of higher water loss during the current year. Materials and supplies cost increased $25,900 as higher
repair costs were incurred. Employee benefits increased $22,200 partly due to the adoption of GASB 75 which
increased OPEB expense. Nonoperating expenses increased $45,700. In the current year, the District ceased
participation in a pilot septic tank program with the City of St. Charles. A $42,000 loss on disposition of capital
assets was incurred upon ceasing the program.

Capital contributions decreased $16,700 due to less received in customer contributions as there were more line
extensions during the prior year.

Changes in net position decreased $217,300 due to the net effect of the increased total revenues and increased
total expenses mentioned above.

Capital Assets and Debt Administration
Capital Assets

At December 31, 2019, the District had $2,728,751 invested in capital assets, net of accumulated depreciation,
including land, structures, improvements and water system, office furniture and equipment, vehicles, and
machinery and equipment. This amount represents a net decrease (additions, retirements, depreciation) of
$53,704 from the prior year as depreciation expense outpaced new additions.

Significant additions during the year included $32,497 in new pumps/renovation and $14,722 in meters and
installation.



At December 31, 2018, the District had $2,782,455 invested in capital assets, net of accumulated depreciation,
including land, structures, improvements and water system, office furniture and equipment, vehicles, and
machinery and equipment. This amount represents a net increase (additions, retirements, depreciation) of
$423.411 from the prior year as new additions outpaced depreciation expense.

Significant additions during the year included $532,515 in tank renovations, $19,250 in meters and installation,
and $10,089 of expenditures for line extensions.

A comparison of the District’s capital assets over the past three years is presented in Note E of the financial
statements.

Long-Term Debt

At December 31, 2019, the District had $470,800 in revenue bonds outstanding which was a decrease of
$20,700 from the prior year balance of $491,500. Both of the District’s bond issues were paid as scheduled.
New borrowings during 2019 consisted of $26,742 of a Kentucky Infrastructure Authority Fund B loan. Loan
proceeds were used to fund a new pump.

At December 31, 2018, the District had $491,500 in revenue bonds outstanding which was a decrease of
$20,600 from the prior year balance of $512,100. Both of the District’s bond issues were paid as scheduled.
New borrowings during 2018 consisted of $526,292 of a Kentucky Infrastructure Authority Fund B loan. Loan
proceeds were used to fund renovation of two water storage tanks.

Additional information on the District’s long-term debt can be found in Note F of the financial statements.

Currently Known Facts, Decisions, or Conditions

There are no currently known facts, decisions, or conditions that District management expects to have a
significant effect on financial position or results of operations.

Requests For Information

This financial report is designed to provide a general overview of the District’s finances for all those with an
interest in the government’s finances. Questions concerning any of the information provided in this report or
requests for additional information should be addressed to the South Hopkins Water District, 129 South Main
Street, Dawson Springs, Kentucky 42408.



South Hopkins Water District
Statement of Net Position
December 31, 2019 and 2018

2019
Assets
Current assets
Cash and cash equivalents $ 28,579
Accounts receivable 161,392
Other receivables 1,100
Material and parts inventory 69,205
Prepaid expenses _ 10.018
Total current assets _ 270,294
Noncurrent assets
Restricted cash and cash equivalents 21,065
Capital assets:
Nondepreciable 34,342
Depreciable, net of accumulated depreciation 2,694,412
Total noncurrent assets 2.,749.819
Total assets 3.020,113
Deferred outflows of resources
Deferred outflows of resources-pensions 141,131
Deferred outflows of resources-OPEB 63,004
Total deferred outflows of resources 204,135
Liabilities
Current liabilities payable from current assets
Accounts payable 78,553
Accrued taxes and other payables 9,306
Accumulated compensated absences 12,287
100,146
Current liabilities payable from restricted assets
Accrued interest payable 816
Loan payable 11,607
Customer deposits 11,962
24,385
Total current liabilities 124,531
Long-term liabilities
Loan payable 541,427
Bonds payable 470,800
Net pension liability 776,167
Net OPEB liability 185,570
Customer deposits 89,415
Accumulated compensated absences 15,864
Total long-term liabilities 2.079.243
Total liabilities 2.203.774
Deferred inflows of resources
Deferred inflows of resources-pensions 91,674
Deferred inflows of resources-OPEB 94,256
Total deferred inflows of resources 185.930
Net Position
Invested in capital assets, net of related debt 1,704,920
Restricted for:
Debt service 2,355
Capital projects 2,574
Unrestricted (_875.305)
Total net position $ 834,544

The accompanying notes are an integral part of these statements.

2018

§ 14,782
160,679
11,018
77,477

13,778

277.734

118,161

34,429
2.748.029
-2.900.619
3,178.353

157,654

50,547

208,201

74,948
8,644

12,430

96,022

793
11,046

10.140
— 21979

— 118,001

515,246
491,500
738,571
215,295
94,654

— 8395
2.063.661
-2.181.662

89,608

54,833

144,441

1,764,666

2,962
9,645

716,822
$1,060,451



South Hopkins Water District

Statement of Revenues, Expenses and Changes in Fund Net Position

Years Ended December 31, 2019 and 2018

Operating revenues
Water sales
Other operating revenues
Total operating revenues

Operating expenses
Purchased water
Salaries and wages
Depreciation
Employee benefits
Transportation
Contract services
Taxes
Purchased power
Materials and supplies
Insurance
Miscellaneous

Total operating expenses

Operating income (loss)

Nonoperating revenues (expenses)
Other income
Interest income
Interest expense
Gain (loss) on disposition of capital assets
Total nonoperating revenues (expenses)

Income (loss) before contributions and grants

Capital contributions-tap fees
Capital contributions-customers

Change in net position
Total net position — beginning, 2018 as restated, see Note M
Total net position - ending

The accompanying notes are an integral part of these statements.

2019

$1,525,117

— 38,673

1,583.790

877,707
292,820
110,496
221,023
24,488
21,085
26,645
66,787
88,467
46,549
23.037
1,799,104

( 215,314)

2,641
153
( 33,750)

2,763

( 28,193)
( 243,507)

16,000

— 1,600

( 225,907)
1.060.451
$ 834,544

2018

$1,491,473

59,784

_1,551.257

806,650
312,982
95,063
242,185
17,968
21,073
27,860
60,339
77,490
37,317

— 19313

_1.718.240

( 166,983)

419
1,940
( 27,596)

(__42.446)
( 67,683)

( 234,666)

8,000

9,388

( 217,278)
_1.277.729
$1,060,451



South Hopkins Water District
Statement of Cash Flows
Years Ended December 31, 2019 and 2018

__2019 2018

Cash flows from operating activities
Cash received from customers $1,520,378 $1,479,236
Cash payments to suppliers for goods and services (1,313,878) (1,239,840)
Cash payments to employees for services ( 292,820) ( 312,982)

58.673 59,784

Other operating revenues
( 27,647) ( 13,802)

Net cash provided (used) by operating activities

Cash flows from capital and related financing activities

Miscellaneous revenues received 2,641 419
Acquisition and construction of capital assets ( 51,188) ( 569,836)
Principal paid on bond maturities ( 20,700) ( 20,600)
Interest paid on bonds/loans ( 31,589) ( 25,666)
Interest paid on customer deposits ( 2,138) ( L137)
Proceeds from loans 26,742 526,292
Proceeds from disposition of assets 2,827 0

17,388

Capital contributions received from customers 17.600
( 73,140)

Net cash provided (used) for capital and related financing activities ( 55,805)

Cash flows from investing activities
Interest earned on bank deposits 153

1,940

Net cash provided (used) by investing activities 153 1,940
Net increase (decrease) in cash and cash equivalents ( 83,299) ( 85,002)
Cash and cash equivalents at beginning of year 132,943 217,945
Cash and cash equivalents at end of year $ 49,644 $ 132,943
Reconciliation of operating income to net cash provided (used) by operating activities
Operating income (loss) ($ 215,314) ($ 166,983)
Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation 110,496 95,063
Change in assets, outflows, liabilities, and inflows:
(Increase) decrease in accounts receivable ( 713) ( 9,124
(Increase) decrease in other receivables 9,918 ( 643)
(Increase) decrease in inventory 8,272 5,473
(Increase) decrease in prepaid expenses 3,760 ( 580)
(Increase) decrease in deferred outflows-pensions 16,523 79,347
(Increase) decrease in deferred outflows-OPEB ( 12,457) 13,567
Increase (decrease) in accounts payable ( 2,063) ( 773)
Increase (decrease) in taxes and other payables 662 ( 2,198)
Increase (decrease) in net pension liability 37,596 ( 25,637)
Increase (decrease) in net OPEB liability (  29,725) ( 47,175)
Increase (decrease) in customer deposits ( 3,417) (  4,542)
Increase (decrease) in accumulated compensated absences 7,326 1,352
Increase (decrease) in deferred inflows-pensions 2,066 7,960
Increase (decrease) in deferred inflows-OPEB 39.423 41,091
Total adjustments 187,667 153,181
Net cash provided (used) by operating activities ($ 27,647) ($ 13,802)

The accompanying notes are an integral part of these statements.
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South Hopkins Water District
Notes to Financial Statements
December 31, 2019 and 2018

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the South Hopkins Water District (the “District”) conform to Generally Accepted
Accounting Principles (GAAP) as applicable to governments. The District's reporting entity applies all relevant
Governmental Accounting Standard Board (GASB) pronouncements. The following is a summary of the more
significant policies:

The Financial Reporting Entity
South Hopkins Water District (the "District") was created on May 6, 1965, under the provisions of chapter 74 of

the Kentucky Revised Statutes of the Commonwealth of Kentucky. The principal office of the District is located
at 129 South Main Street, Dawson Springs, Kentucky. The District is composed of three commissioners who are
appointed by the Hopkins County Judge Executive and provides water to its members in and around southern

Hopkins County, Kentucky.

In evaluating how to define the government, for financial reporting purposes, management has considered all
potential component units. The decision to include a potential component unit in the reporting entity was made
by applying the criteria set forth in GASB Statements No. 14 and 61. The District has no component units.

Basis of Presentation. Measurement Focus, and Basis of Accounting

The accounts of the District are organized in accordance with the uniform system of accounts adopted by the
Public Service Commission of Kentucky. Those accounts are organized on the basis of a proprietary fund type,
specifically an enterprise fund. Enterprise Funds account for activities 1) that are financed with debt that is
secured solely by a pledge of the net revenues from fees and charges of the activity; or 2) that are required by
laws or regulations that the activities costs of providing services, including capital costs (such as depreciation or
debt service), be recovered with fees and charges, rather than with taxes or similar revenues; or 3) that the
pricing policies of the activity establish fees and charges designed to recover its costs, including capital costs
(such as depreciation or debt service).

The transactions of the District are accounted for on a flow of economic resources measurement focus. With
this measurement focus, all assets and all liabilities are included on the statement of net position. Net position
is required to be displayed in three components: 1) invested in capital assets, net of related debt, 2) restricted,
and 3) unrestricted. Invested in capital assets, net of related debt is capital assets net of accumulated
depreciation and reduced by outstanding balances of any bonds, mortgages, notes or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets. Restricted net assets are those with
constraints placed on their use by either: 1) externally imposed by creditors (such as through debt covenants),
grantors, contributors, or laws or regulations of other governments, or 2) imposed by law through constitutional
provisions or enabling legislation. Net position not otherwise classified as restricted, is shown as unrestricted.
The statements of revenue, expenses, and changes in fund net position present increases (revenues) and
decreases (expenses) in net position.

Basis of accounting refers to when revenues and expenses are recognized in the accounts and reported in the
financial statements. The accounts of the District are maintained on the accrual basis of accounting. Its revenues
are recognized when they are earned, and its expenses are recognized when they are incurred.
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South Hopkins Water District
Notes to Financial Statements
December 31, 2019 and 2018

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection
with a proprietary fund’s principal ongoing operations. The principal operating revenues and expenses of
the District’s enterprise fund are charges to customers for sales and services, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as
non-operating revenues and expenses.

Unbilled water receivables for utility services provided through December 31 are included in the financial
statements.

When both restricted and unrestricted resources are available for use, the District generally first uses restricted
resources, then unrestricted resources as they are needed.

Cash and Cash Equivalents
All cash except for a small amount kept "on hand" is deposited in financial institutions. Deposits include

interest bearing checking accounts and certificates of deposit. Unrestricted cash is available to be expended for
normal operating expenses. Restricted cash is limited to payments of bond principal and interest, emergency
capital improvements, and other designated purposes. Cash and cash equivalents are defined as being all
monies on deposit in banks and investments with a maturity of 90 days or less. The District does not have a
formal deposit and investment policy for credit risk, custodial credit risk, or limitations on deposits and
investments.

Inventory
Inventory consists primarily of replacement parts and supplies. Inventory is stated at the lower of cost or market.

Cost is determined primarily by the first-in, first-out method.

Capital Assets
Capital assets, which include property, plant, and equipment, are recorded at historical cost or estimated

historical cost if actual historical cost is not available. Donated capital assets are recorded at estimated fair
market value at the date of donation. The cost of normal maintenance and repairs that do not add to the value of
the asset or materially extend asset lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest incurred
during the construction phase of capital assets is included as part of the capitalized value of the assets
constructed. No interest was capitalized during the years ended December 31, 2019 and 2018.

Capital assets of the District are depreciated using a straight-line method over the following estimated useful
lives:

Structures, improvements and water system 10 to 65 years
Furniture, machinery and equipment 3 to 20 years
Vehicles 5 to 7 years
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South Hopkins Water District
Notes to Financial Statements
December 31, 2019 and 2018

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Restricted Net Position
Restricted net position is cash set aside for the repayment of debt in compliance with bond covenants and cash

restricted for future operations in compliance with escrow reserve agreements.

Long-Term Liabilities
Long-term debt and other long-term obligations are reported as liabilities in the statement of net position. Long-

term debt is reported at face value plus applicable issuance premiums and net of applicable discounts and
deferred amounts on refunding. Discounts on debt issuances and amounts deferred on refunding are deferred
and amortized as interest expense over the remaining life of the old bonds, or the life of the new bonds,
whichever is shorter. Premiums on debt issuances are deferred and amortized as a reduction of interest expense

over the life of the bonds.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for the deferred
outflow of resources. This separate financial statement element, deferred outflows of resources, represents a
consumption of net position that applies to a future period(s) and so will not be recognized as an outflow of

resources (expense) until then.

In addition to liabilities, the statement of net position will sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, represent an
acquisition of net position that applies to a future period(s) and so will not be recognized as a inflow of
resources (revenue) until that time.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources, and pension expense, information about the fiduciary net position of the County Employees
Retirement System Non-Hazardous (CERS) and additions to/deductions from CERS's fiduciary net postion have
been determined on the same basis as they are reported by CERS. For this purpose, benefit payments (including
refunds of employee contributions) are recognized when due and payable in accordance with the benefit terms.
Investments are reported at fair value.

Uncollectible Accounts
Accounts receivable are presented net of noncollectible accounts. The allowance for uncollectible accounts was

$8,494 at December 31, 2019 and $8,457 at December 31, 2018.

Use of Estimates

The preparation of financial statements in accordance with accounting principals generally accepted in the
United States requires management to make estimates that affect amounts reported in the financial statements
during the reporting period. Actual results could differ from those estimates.







